BEFORE
THE PUBLIC SERVICE COMMISSION OF
SOUTH CAROLINA

DOCKET NO. 2006-2-E - ORDER NO. 2006-235(A)

MAY 22, 2006
INRE: Annual Review of Base Rates for Fuel Costs ) AMENDED ORDER
of South Carolina Electric & Gas Company. ) APPROVING AND
) ADOPTING
) SETTLEMENT
)  AGREEMENT

This matter comes before the Public Service Commission of South Carolina (the
Commission) by way of the necessity to amend Commission Order No. 2006-235 issued
in the present docket. Order No. 2006-235 was issued April 25, 2006, approving and
adopting a settlement agreement in regard to South Carolina Electric & Gas Company’s
annual review of base rates for fuel costs. However, in Order No. 2006-235, the issuance
date of the Order is erroneously stated as April 25, 2005, in the heading on page one of
the Order. The heading on the remaining pages contains the correct date of April 25,
2006. To correct this error, the present Order is being issued. With the two exceptions of
an amended order number (Order No. 2006-235(A)) and present issuance date (May 22,
2006), all other language of Order No. 2006-235 remains verbatim and follows.

This matter comes before the Public Service Commission of South Carolina
(“Commission™) on a proposed Settlement Agreement filed by the Office of Regulatory
Staff of South Carolina (“ORS”) on behalf of itself and the South Carolina Energy Users

Committee (“SCEUC™), CMC Steel South Carolina f/k/a SMI Steel-South Carolina
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(“CMC Steel”), and South Carolina Electric & Gas Company (“SCE&G) (collectively
referred to as the “Parties” or sometimes individually as a “Party”).

The Parties represent to the Commission that they have engaged in discussions on
the issues of this case and further that the Parties have each determined that their interests
and the public interest would be best served by settling all issues pending in the above-
captioned case under the terms and conditions set forth in the Settlement Agreement
executed by the Parties. (The Settlement Agreement is attached to this Order as Order
Exhibit 1 and is incorporated in and made a part of this Order.)

Accordingly, a hearing was held on the Settlement Agreement on March 29,
2006, in the offices of the Commission, with the Honorable Randy Mitchell, Chairman,
presiding. SCE&G was represented by Belton T. Zeigler, Esquire, Mitchell M.
Willoughby, Esquire, and Patricia B. Morrison, Esquire. SCE&G presented the
testimonies of Jimmy E. Addison, Jeffrey B. Archie, Gene G. Soult, Gerhard
Haimberger, Rose Jackson, Joseph M. Lynch, and John R. Hendrix. The SCEUC was
represented by Scott Elliott, Esquire, and CMC Steel was represented by E. Wade
Mullins, III, Esquire. The testimonies and exhibits of SCEUC witness Kevin W.
O’Donnell and CMC Steel witness Dennis W. Goins were stipulated into the record of
the case without objection. Shannon Bowyer Hudson, Esquire, and Nanette Edwards,
Esquire, represented the ORS. ORS presented the testimonies of Jacqueline R. Cherry
and A. R. Watts. Certain portions of the testimonies of SCE&G witness Haimberger,
CMC Steel witness Goins, and ORS witness Watts were declared to be confidential and

proprietary by this Commission.
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Among other matters, the witnesses testified as to various details of the proposed
Settlement Agreement. Under the terms of the agreement, an amount no greater than the
under recovery at April 30, 2006, will be recovered over a two year period beginning
May 1, 2006. The Parties agreed that SCE&G shall be allowed to charge and recover
carrying costs on $19,244,218.50 in the manner specified in the agreement. The
applicable rate of interest used to calculate carrying costs under the agreement is the rate
of interest as of the first day of each month during the two year period for 10-year U.S.
Government Treasury Bills, as reported in the Wall Street Journal, plus an all-in spread
of 65 basis points (0.65 percentage points). The total carrying cost rate to include the 65
basis points shall not exceed 6%. The Settlement Agreement then describes how the two
year collection of the under recovery and its applicable carrying costs will operate. The
first dollars recovered in the succeeding twelve months beginning May 1, 2006, will be
applied to the under recovery so that in the next fuel proceeding for the Company, any
under recovery will be for the period May 1, 2006, to April 30, 2007. The parties agree
that this serves to comply with the provisions of S.C. Code Ann. Section 58-27-865
(Supp. 2005) and protects the financial integrity of the Company.

After careful review of the Settlement Agreement, and after having heard the
testimony of the witnesses and representations of counsel, the Commission finds that
approval of the Settlement Agreement is consistent with the standards for fuel review
proceedings conducted pursuant to S.C. Code Ann. §58-27-865 (Supp. 2005). The
settlement proposal allows recovery in a precise and prompt manner while assuring

public confidence and minimizing abrupt changes in charges to customers. As such, it is
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in the public interest as a reasonable resolution of the issues in this case. Additionally, we
find that the Settlement Agreement provides stabilization to the fuel factor and minimizes
fluctuations for the near future. Further, the Commission finds that the two year
levelization period balances the concerns of the using public while preserving the
financial integrity of SCE&G. We also find that the resolution espoused in the Settlement
Agreement does not appear to inhibit economic development. Additionally, the
Commission finds and concludes that the Settlement Agreement affords the Parties with
the opportunity to review costs and operational data at succeeding fuel review
proceedings conducted pursuant to S.C. Code Ann. §58-27-865 (Supp. 2005).

The Commission thanks the parties for working together to reach a Settlement
Agreement that results in a lower fuel factor than originally proposed by SCE&G. The
Parties’ efforts to reduce the impact of historically high fuel prices on consumers are
greatly appreciated.

We do, however, want to express a note of caution regarding the spreading of the
recovery of fuel costs over multiple years, as provided for in the Settlement Agreement.
Although this lowers the immediate increase to the customer, it may result in higher
future increases to the customer if fuel prices continue to rise and the under recovery of
fuel costs by SCE&G and the associated carrying costs increase. Care must be taken that
we are not providing immediate relief at the cost of higher future increases. Although we
have approved the Settlement Agreement herein, we trust that the parties will continue to

monitor both fuel prices and the under recovery of fuel costs.
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Finally, we find, based on the testimony of the witnesses in this matter and the
entire record of this case, that the fuel purchasing practices, plant operations, and fuel
inventory management of SCE&G are prudent.

IT IS THEREFORE ORDERED THAT:

1. The Settlement Agreement is incorporated herein by reference and is
found to be a reasonable resolution to the issues of this case and further found to be in the
public interest.

2. SCE&G shall set its fuel factor at 2.516 cents per kwh effective for bills
rendered on and after the first billing cycle of May, 2006, and continuing through the last
billing cycle of April, 2007.

3. The Parties shall abide by all terms of the Settlement Agreement,
including the review and study of the feasibility, costs, and potential benefits of hedging
natural gas supplies for electric generation that is to be conducted by SCE&G.

4. SCE&G shall file an original and ten (10) copies of the South Carolina

Retail Adjustment for Fuel Cost and all other retail Tariffs within ten (10) days of receipt
of this Order with the Commission and ORS.
5. SCE&G shall comply with the notice requirements set forth in S.C. Code
Ann. §58-27-865 (B) (Supp. 2005).

6. SCE&G shall continue to file the monthly reports as previously required;
CMC Steel shall be provided a copy of the monthly report.

7. SCE&G shall account monthly to the Commission and ORS for the

differences between the recovery of fuel costs through base rates and the actual fuel costs
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experienced by booking the difference to unbilled revenues with a corresponding deferred
debit or credit. ORS shall monitor the cumulative recovery account.

8. SCE&G shall submit monthly reports to the Commission and ORS of fuel
costs and scheduled and unscheduled outages of generating units with a capacity of 100
MW or greater.

9. This Order shall remain in full force and effect until further Order of the
Commission.

BY ORDER OF THE COMMISSION:

Gonn,

D T

Randy Mitchell, Chdirman

ATTEST:

G. O’Neal Hamilton, Vice-Chairman

(SEAL)



BEFORE

THE PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA ¢
o
DOCKET NO. 2006-2-E F
March 28, 2006

INRE: ) ’

) .
South Carolina Electric & Gas Company - ) SETTLEMENT AGREEMENT
Annual Review of Base Rates for )
Fuel Costs )

)

)

This Settlement Agreement is made by and among the South Carolina Office of
Regulatory Staff (“ORS” , South Carolina Energy Users Committee (“SCEUC”), CMC Steel
South Carolina formerly known as SMI Steel-South Carolina (“CMC Steel”) and South Carolina
Electric & Gas Company (“SCE&G) (collectively referred to as the “Parties” or sometimes
individually as a “Party™).

WHEREAS, the above-captioned proceeding has been established by the Public Service
Commission of South Carolina (“Commission”) pursuant to the procedure esta;blished in S.C.
Code Ann. §58-27-865 (Supp. 2004), and the Parties to this Settlement Agreement are parties of
record in the above-captioned docket. There are no other parties of record in the above-
captioned proceeding;

| WHEREAS, the Parties have varying legal positions regarding the issues in this case;
WHEREAS, the Parties have engaged in discussions to determine if a settlement of the

issues would be in their best interest;
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WHEREAS, following these discussions the Parties have each determined that theijr

interest and the public interest would be best served by settling all issues pending in the above-

captioned case under the terms and conditions set forth below:

1. The Parties agree to stipulate into the record before the Commission the testimony

of the following witnesses without objection, change, amendment or Cross-examination:

A.

SCE&G witnesses:

(1)  Jeffrey B. Archie

(2)  Gerhard Haimberger (direct and rebuttal)
(3)  JohnR. Hendrix

(49)  Rose Jackson (direct and rebuttal)

(5)  Joseph M. Lynch

(6)  GeneG. Soult

(7) - JimmyE. Addison (rebuttal only)

ORS witnesses:

(1)  A.Randy Watts (direct and surrebuttal)
(2)  JacquelineR. Cherry

SCEUC witness:

(1)  Kevin W. O’Donnell

CMC Steel witness:

(1)  Dennis W. Goins

The Parties further agree that no other evidence will be offered in this proceeding other than the

above testimony and this Settlement Agreement,
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2. As a compromise to positions advanced by ORS, SCEUC, CMC Steel, and

SCE&G, all Parties agree to the proposal set ot immediately below, and this proposal is hereby

adopted, accepted, and acknowledged as the agreement of the Parties. The Parties agree that:

A. SCE&G’s under recovered fuel costs for the period February 1,
20(?5 through April 30, 2006 are in the amount of $38,488,437.

and 2) estimated under recovered costs for the period February
1, 2006 through April 30, 2006.

issues in future proceedings and will continue to be trued-up
against actual costs as determined in such proceedings held
under S.C. Code Ann. § 58-27-865 (Supp. 2004).

C. Notwithstanding the provision of Subsection (D) below,
SCE&G agrees to recover an amount no greater than the under
Tecovery at April 30, 2006 over a two year period commencing
May 1, 2006. The Parties also agree that SCE&G shall be
allowed to charge and recover carrying costs on
$19,244,218.50 in the manner set forth below. The applicable
interest rate used to calculate the carrying costs under this
Settlement Agreement is the rate of interest as of the first day
of each month during the two year period for 10-year U.S.
Government Treasury Bills, as reported in the Wl Street
Journal, plus an all-in spread of 65 basis points (0.65
percentage points). The tota] carrying cost rate to include the
65 basis points shall not exceed 6%. The two year collection

of the under recovery and its applicable carrying costs shall
operate as follows:

(1) For the period May 1, 2006 through April 30, 2007,
SCE&G shall recover $19,244,218.50 and interest,
which shall be calculated and recovered monthly from
fuel clause revenues on the remaining estimated under
recovery of $19,244,218.50 commencing May 1, 2006
and ceasing on April 30, 2007.
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(2) For the period May 1, 2007 through April 30, 2008,
SCE&G shall charge and recover carrying costs as set
forth above on $19,244,218.50 or the under recovery as
of April 30, 2007, whichever is less. This amount is to
be recovered by SCE&G in equal monthly installments
at 1/12 per month with interest calculated on the
remaining balance, consistent with the calculation and
Tecovery mechanism set forth in Section 2 C (1) above.
Attachment A provides examples of the recovery
procedure with Example A showing the procedure if the
under recovery is equal to or greater than
$19,244,218.50 and Example B showing the procedure
if the under recovery is less than $19,244,218.50 during
the May 1, 2007 through April 30, 2008 period. A
sample carrying cost rate is used in Attachment A for
illustrative purposes only and the Parties understand
that the carrying cost rate may change on a month to
month basis as rates for the 10-year U.S. Government
Treasury Bills fluctuate, either increasing or decreasing,

D. The Parties agree and recommend that the first dollars
Tecovered in the succeeding twelve months beginning May 1,
2006 shall be applied to the under recovery so that in the next
fuel proceeding for SCE&G any under recovery will be for the
period May 1, 2006 through April 30, 2007.

E. The Parties agree this Settlement Agreement is reasonable, in
the public interest and in accordance with law and regulatory
policy. Specifically, the agreement states that an amount no
greater than the under recovery in question will be spread over
a two-year period as set forth in Paragraph 2(C). It is the
agreement of all Parties, for the purposes of this Settlement
Agreement only, that this methodology sets an appropriate
factor as set forth in Paragraph 3 below. This Settlement
Agreement in no way constitutes a waiver or acceptance of the
position of any Party concerning the requirements of S.C. Code
Ann. §58-27-865 in any future proceeding, '

F. Further, ORS is charged with the duty to represent the public
interest of South Carolina pursuant to S.C. Code §58-4-10(B)
(added by Act 175), and ORS believes such a two year
levelizing period would serve the public interest. S.C. Code
§58-4-10(B)(1) through (3) reads in part as follows:

“...‘public interest’ means a balancing of the following:
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(1)  Concems of the using and consuming public with
Tespect to public utility services, regardless of the
class of customer;

(2  Economic development and job attraction and
retention in South Carolina; and

(3)  Preservation of the financial integrity of the State’s
public utilities and continued investment in and -
maintenance of utility facilities so as to provide
reliable and high quality utility services.”

This two year levelization period would balance concerns of
the using and consuming public while preserving the financial
integrity of SCE&G. ORS also believes a two year levelization
period would not inhibit economic development.

. The Parties agree to accept all accounting adjustments as put
forth in ORS witness Cherry’s testimony.

. SCE&G agrees to provide to ORS, SCEUC, and CMC Steel
the following:

(1) Copies of the monthly fuel recovery reports currently
filed with the Commission and ORS; and,

(2) Quarterly forecasts beginning with the quarter ending
June 30, 2006 of the expected fuel factor to be set at
SCE&G’s next annual fuel proceeding and SCE&G’s
historical over/under recovery to date. SCE&G agrees
it will put forth its best efforts to forecast the expected
fuel factor to be set at its next annual proceeding,
however, all Parties agree that these quarterly forecasts
will not be admitted into evidence in any future
SCE&G proceedings.

SCE&G agrees to perform an analysis of the feasibility, costs
and potential benefits of hedging natural gas supplies for
electric generation and will provide a copy of the written
results of that analysis to the Parties. The volumes of natural
gas that are the subject of this analysis will be forecast for a 12-
month period using SCE&G’s standard generation forecasting
models and fuel cost forecasting models, supplemented by all
relevant data, and the analysis shall explicitly address, among
other things, the effect of contingencies related to electric
system demand, weather, plant operating characteristics, forced
outages, scheduled plant outages, and the market price of
power. The underlying data used in this analysis will be
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provided to or made available for inspection by ORS under
existing confidentiality agreements and practices.  The
underlying data used in this analysis will be provided to or
made available for inspection by other Parties only to the
extent that SCE&G determines the data not to be business
confidential. By executing this Settlement Agreement, no
Party shall waive or otherwise prejudice its right to seek an
order from the Commission if such Party disagrees with any
assertion by SCE&G that certain data or information is
business confidential or otherwise protected from disclosure
even if the Party has executed a confidentiality agreement.

3. For purposes of this Settlement Agreement, all Parties agree that the appropriate
fuel factor for SCE&G to charge for the period beginning with the first billing cycle in May 2006
extending through the last billing cycle of April 2007 is 2.5 16 cents per kwh. This fuel factor

does not include interest as set forth pursuant to this Settlement Agreement.

4, The Parties agree to cooperate in good faith with one another in recommending to
the Commission that this Settlement Agreement be accepted and approved by the Commission as
a fair, reasonable and full resolution of all issues and motions currently pending in the above-
captioned proceeding. The Parties agree to use reasonable efforts to defend and support any
Commission order issued approving this Settlement Agreement and the terms and conditions
contained herein.

5. This written Settlement Agreement contains the complete agreement of the
Parties. There are no other terms and conditions to which the Parties have agreed. This
Settlement Agreement integrates all discussions had among the Parties into the terms of this
written document. The Parties agree that by signing this Settlement Agreement, it will not
constrain, inhibit or impair their arguments or positions held in future proceedings, nor will the
Settlement Agreement, the approach it contains for computing the fuel factor, or any of the

matters agreed to in it be used as evidence or precedent in any future proceeding. If the
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Commission should decline to approve the Settlement Agreement in its entirety, then any Party
desiring to do so may withdraw from the Settlement Agreement without penalty.

6. This Settlement Agreement shall be interpreted according to South Carolina law.
The above terms and conditions fully represent the agreement of the Parties hereto., Therefore,
each Party acknowledges its consent and agreement to this Settlement Agreement by authorizing
its counsel to affix his or her signature to this document where indicated below. Counsel’s
signature represents his or her representation that his or her client has authorized the execution of
the agreement. Facsimile signatures and e-mail signatures shall be as effective as original
signatures to bind any party. This document may be signed in counterparts, with the various

signature pages combined with the body of the document constituting an original and provable

copy of this Settlement Agreement.
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WE AGREE:

Representing and binding the Office of Regulatory Staff

0 { w
Shannon Bowyer Hudson, Esfjuire
Office of Regulatory Staff
1441 Main Street, Suite 300
Columbia, SC 29201
Phone; (803) 737-0889
Fax: (803) 737-0895

Email: shudson@eggtaff.sc.gov
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WE AGREE:

Representing 44 binding South Carolina Energy Users Committee

~Scatt Elliott, Esquire
Elliott & Elliott, P.A. -
721 Olive Street
Columbia, SC 29205
Phone: (803) 771-0555
Fax: (803) 771-8010
i . .

Email: selliott@elljottlaw.ug
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WE AGREE:

Representing and binding CMC Steel

. M\?}f/ﬂ/if)‘?f
E. Wade Mullins, II1, Esquire
Bruner Powell Robbins Wall & Mullins, LLC
Post Office Box 61110
Columbia, SC 29260
Phone: (803) 252-7693
Fax: (803) 254-5719

Email: wmullins@bprwm.com
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Damon E. Xenopoulos, Esquire
Brickfield, Burchette, Ritts & Stone, P.C.
1025 Thomas Jefferson Street, NW

Eighth Floor ~ West Tower

Washington, DC 20007

Phone: (202) 342-0800

Fax: (202) 342-0807

Email; dex@bbrslaw.com
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WE AGREE:

Representing and binding South Carolina Electric & Gas Company
®

Mitchell Willoughby, Esquire
Willoughby & Hoefer, P.A.,
Post Office Box 8416

1022 Calhoun Street, Suite 302
Columbia, SC 29202-8416
Phone: (803) 252-3300

Fax: (803) 256-8062

Email; mwilloughbx@_v_villoughbyhoefer.com

4@7/14,(

Patricia Banks Morrison; Squire, Esquire
South Carolina Electric & Gas Corporation
1426 Main Street, 13" floor

Columbia, SC 29201

Phone: (803) 217-9356

Fax: (803) 217-7931

Email: tmorrison@scana.com

"
L -

Belton T. Zeigler, Esqui @
Haynsworth Sinkle d,
Post Office Box 11889

1201 Main Street, 22nd Floor
Columbia, SC 29211-1889
Phone: (803) 540-7815

Fax: (803) 765-1243

Email: beltonzeigler@hsblawfirm.com
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Attachment A

Example A
May 1, 2006 through April 30, 2007
May June July August Septernber October Novemb [ January February March April Total Recovered
$15.244218.50 $19,244.21850 $19,244.218.50 $1924421850 $19244,218.50 $19,244,218.50 $19.244218.50 $19,244.218.50 $19,244.218.50 $19,244218.50 $19,244,21850 $19,244,218.50
. :m“.“._”oo“q“om 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475%
Cost Collected $96.117.88 $86,117.88 $86,117.88 $86,117.88 $66.117.88 $86.117.88 $86,117.88 $86.,117.88 $66,117.88 $86,117.88 $86.117.88 $86,117.88 $1,033,414.53
.zgndxeg=§§81=a=on§o§ga.. lculated and ed each month from fuel clause revenues.

May 1, 2007 through Apri 30, 2008 If the under recovery as of Apii 30, 2007 is $19,244,218.50 or greater

Ma; Ju Jul omb October N b D ) Y Fi March Total Recovered
y ne ly August Sept: or ‘ebruary rel Aprit

!o:.wﬂo_.«g $1924421850 $17,640,533.63 $16,036,848.75 $14,433,163.88 $12,629,479.00 $11,225,794.13 $9,622,10925  $8,018,424.38 $6414,739.50  $4,811,054.63 $3,207,369.75  $1,603,684.88
Amount  $1,603,684.88 $1.603,684.88  $1,603,684.88 $1,603,684.88  $1,603,684.88 $1,603,684.88  $1,603,684.88 $1.603,684.88  $1,603,684.80 $1.603,684.88  $1,603,684.89 $1,603.684.88 $19,244,218.50

9«. on_soia $86,117.80 $78,94139  _ $71,764.90 $64,588.41 $57,411.92 $50,235.43 . $35882.45 $28,705.96 $21,620.47
Recovery  $1.689,802.75 $1,682,626.26

$14,352.98 $7,176.49 $558,766.21

$1,625.214.34 1,618,037.65  $1.610,861.36 $19,803,984.71

May 1, 2006 through April 30, 2007

May June July August September October November December January February March Aprit Total Recovered
$19,244,218.50 $19,244,218.50 $19,244,218.50 $19,244,218.50 $19,244,218.50 $19,244,218.50 $19,244,218.50 $19,244,218.50 $19,244,218.50 $19,244,218.50 gw.nt.na.uo uam.mtbim.uo

Cost 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475% 0.4475%
$86,117.88 $56,117.88

$86,117.88 $86,117.88 $86,117.88 117.88 $1,033,414.53|

.Zosndﬁun.!gont&ﬂ.(!gonsn&ﬁagg. b calculated and each month from fuel clause revenues.

May 1, 2007 through April 30, 2008 if the under recovery as of April 30, 2007 is $19,244,218.50 or less
(For Hlustration purposes this example presumes the underrecovery as of April 30, 2007 is $10,000,000)
May June July August September October November D Ja y February March April Total Recovered

wﬂ“ﬂ@zﬂ% $10,000000.00  $9,166,666.67 $8,333.333.33 $7.500,00000 $5,666,666.67 $5833,333.33  $5,000,000.00 $4166,66567  $3333,33333  $2,500.000.00  $1,666,666.67 $833,333.33
. Amount  $83333333  $83333333 $833,333.33  $833333.33  $833,33333 $83333333  $83333339  $833,333.33 $833,23333 $833,333.33  $83333333  $833,33333 $10,000,000.00,
§ $44.750.00 $41,020.83 $37,291.67 $18,645.83 $14,916.67 $11,187.50 $7,458.33 $3,729.47 875.00

Recovery _ $878.083.33 . 1 . ,166./ . . $848,250.00  $844.520.83  $840,791.67 $837,062.50
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